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THE STATE BOARD AS A BOARD OF APPEALS

Persons who have appealed their assessment to the countlr board of equalization and
are "aggrieved by the action of any county board of equalization", can appeal to the state
board of equalization by filing notice of appeal with both the county and state boards
within ten days of the county board's action. The state board must give appellants at least
five days' notice of time and place of the hearing. The board may assign the hearing of the
appeal to "one of its members, to its secretary, counsel or chief auditor" and make its de-
termination from the reeords of the proceedings.

The board also hears "appeals" from taxpayers which the board itself has assessed.

In 1959 fifteen appeals from county boards of equalization were begun. Hearings were
held on eleven of these. Five appeals were granted; six were denied.

ASSESSMENT
The board also acts as an assessing agency, where some inter-county properties are

concerned. Chapter IV covers this subject thoroughly.

PROBLEMS OF ASSESSMENT
Two major and almost universal problems of property tax administration are underas-

sessment and the absence of uniJorm assessments.
Underassessment arises when property is assessed at iess than the leve1 required by

statute. Several states aliow assessing jurisdictions to establish their own level of assess-
ment. Where this is the case, there is no problem of underassessment.

Assessment uniformity exists when all classes of property within a taxing jurisdiction
are assessed at the same level. Since the amount of property tax paid is determined
directly by the value of property, the equity of the tax depends upon the degree of suc-
cess_ taxing jurisdictions achieve in arriving at like assessments for properties of equal
market value.

The Problem of Underassessment

Nearly 8/+ of the states require assessment of property at market value. Nine other
$ajes define a specific percentage of market value at which property is to be assessed.
Dales assessment ratio studies conducted by the Bureau of Census during a six-months
period in 1956 revealed that all states, including those that recently have established frac-
tign-al assessment levels in an effort to legalize Eti"titrg levels of un-derassessment, fell short
of the statutory level of assessment on reil property.

hr Montana's statutes require that all taxable property be assessed at its "full cash value".rle Census shows Montana's assessment of real property as 8% of its value as indicated by
sales prices; however, this figure was determinea 6y using taxable value rather than as-
sessed-value. The figure reflects, therefore, not only the performance of the assessor butthe effects of our piperty classification law as Veil. The- combination of underassessment
and. our classificatiori law means that mill levies are applied to only about 8% of. t]nernarket value of real estate.

*r- Th" performance of the assessors can be more accurately demonstrated by adjusting
Lue census figures to show ossessed values as a percent of sales prices. This reveals that inruontana non-farm residential propert.v is asselsed from 28.? t; 3L.7% of its sales value;rarm real estate is assessed trim 2Z,l to ZB,B% of its sales va1ue.{

--
'!;r?;,OrbltO,T.9iit"r".,Bureau of Census, 1957 Census of Go'u,erttutenrs, Vol. Y, Toroble Property Values in thc lJrtited
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Assessment of non-farm residential property in the United States as a whole wasslightly less than 327o-,of. market. t'alue. 'ihe-national average for farm real.property wasslightly more than 20%. Thus, Montana's assessments for non-farm and farm t."rtiy "..close to the national averages. Rhode Island, with more than 617o for non-farm and about50% f'or farm real estate, had the highest assessment levei in the nation.
There are several reaso_ns rlhy assessments do not reveal a closer compliance with thelaw' Assessments are natually slow.torespond-to rapid changes in the-general price leve1.This-llq.of assessments is revealed-in Graphs 3,4, dnd s inthapt""-ir-ot this'report. inthe 1920's assessments of farm lands weri somewhat less than riarket value. During thedepression years a decline in real estate, values coupled with reiaiivllv stauc assessments

!1ough! the assessTul! level up to, and in the ."ri of gr;i"g-i"ni-"'borr", market value.Since then a combination of-Pri-ce increases and static aisessm-ents have reduced the levelof assessment to new lows. Within limits, this "stickyness" of assessments is understand.-able. Assessment rolls cannot be adjusted orrernight, and assessors have to be sure thatprice changes are not going to be of short durationl 'iTre degree of 
-unJerassessment 

in re-cent years may, to some extent, reflect. the unwillingness oflome assessors to accept pres-ent day prices for real estate as reflecting a lasting -or 
"norrnal,' price lrend.u

But there is more to underassessment than a natural lag. The assessor,s temptation tounderassess also helps explain the prevalence of noncompifi"* *ith-teg"t 
""qriir.*"rrtr.Where the state imposes i p-ropefiy tax ievy or where stite aid to schools is apportionedon the basis of yields from fixed milt leviei, assessors are under considerabr" pii*".u iocompete among themselves for underassessment. By assessing at less than t[" 

"""""g"level, the county assessor can shift state property tixes to otlir eounties and increase ap-parent need for state aid to schools_

Even where state levies and sch-ogl_ aid programs are not factors, there are elementsinherent in the ass-essor's position which prerr.tr"e him to underassess. The assessor, whoamong all local officiais receives the moit complaints about t""ur,-;"" use underassess-ment to parry them. Because the individual will often consider himself as having reeeiveda "break", underassessment is popula:. *ill pro-perty owners. This is an important con-sideration to a man who must ritain his offici trrrough election. 
-rvio.*nu", 

by covering upthe lack of uniform.assessments, fractional assessmurr"t, 
""r, 

be a source of comfort to theassessor; the property owner who is assessed at considerably furr tft"" the requir"a f"r.iis unlikely to -protest his assessment even though othlr property may be assessed. at lesserpercentages of the assessment standard.

Through its misdirected hostility to taxes, the public places the assessor, and other lo-ca1 taxing officials as rvell, in a difiicult positio.t. sirr." nLither the assessor nor local leg-islative bodies want to jPPear responsibl6 to1 ity-ta* increases, a .situation of stress iscreated between them. The assessor may wish to"k""p 
"rr"rrments 

in line with price in.creases' but he knows that if he does s! 1nd local goirerning 
"g"o"i", 

tait to decrease milllevies, protest as he might, he will p_robably incur"public rirrjh tor tax increases. If hecan hold the line on assessments arid local iegislati^ve bodies are torced to resort to in-creased mill levies, responsibility for tax increaies wilr be sh;fted to-irru*. The assessor,thus, is faced with two alternaiives: he can administer his pfii;" {.equireo by law, andcourt political martyrdom, or he can abide by existing practices and perhaps place some ofhis troubles in someone else's lap.

t -1r, extrenre example of assessrnent
Equalization, n'heie it rvas revealecl
ent Record, August 3, 1950, p. 3.
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SOME EFFECTS OF UNDERASSESSMENT
Underassessment has some undesirable effects which are not immediately obvious.o

Underassessment transforms the office of assessor from a technical and ad.ministrative fJ-sition to a legislative office. For example, in Montana salaries of many local officials are
tied by statute to population and taxaFle valuation of eounties. By asiessing at 1ess than
the legal limit, the assessor alters the effect of these statutes and red.uces tle salaries of
some officials. Similarly, 

- 
fractional assessments also alter existing statutory taxing and

bonding limitations_by making them more restrictive than contemptitea by law. Thilmis-
represents the fiscal capacities of local governments and leaves sorie of them with little or
no financial elbow room.

Drastic underassessment also transfers some of the budgetary powers of county com-
missioners and city and school district officials to the county asiesior. This situatibn has
been described as foilows:

Fractional assessment has the added euit of completelg upsetting
a notmal political process of local budgetary d.eterminaiion Aftir a un{t
of goaernment has reached its maximtlm r&e timitation, its iutiie bidi-
etarg policy is largelg in the lunds of the dss€ssor'. The'decision maile in
his office as to tlrc percentage of market aalue that wilt be used, for assess-
ment purposes is almost cont-rolling. Moreouer, deeisions mad.e bg the as-
sessor are more _apt_ tq be influenced bg corcideration of his political
future tlgn ba flrc _legitimate rbuemue nieds of local gou:ernmeit. Tlus
we haae the spectacle of tlrc county assessor, whose solifunctioi ts to fina
and aalue propet'ty_ at its full ualue, chariing the fiscal policy 

-of 
most

local goaernments.T

Testimony before the Montana Governor's Special Committee on Taxation in lgbb revealed
horv some assessors have assumed the role of "budget watchdogs". Assessors who testified
expressed the fear that if they were to assess at higher levels, mill levies would not be re-
duced proportionately. The result would be higher Iax bills. 'ift"y felt ihey could. stave offthis eventuality by keeping assessments dowri

.. Furthermore, the 1957 Census of Governments presents some evidence of a correla-tion between underassessment and a lack of uniform assessments within assessment juris-
dictions. The Census' measurement of the extent of assessment inequality for ,.rorr-f""*
houses -in sample areas revealed "that inequality of assessments tends to increase as thelevel of assessment declines."s

- ..It is not surprising that non-uniformity of assessments correlates with und,erassessment.both the assessor and property owners are likely to be less aware of deviations from thenormal assessment level when values are stated in small fractions of market value thanwhen the values employed approach market value.

oA,frequently 
uscd arg-ument iu.the qroDerty tax field-is that uuderassessment is got importaqt as lorrg as assessments are ata reasouablv uniform fractiorr of market value. According to this poitrt oi"i.ru, it ["riii"iig an.r.nl" to the property tDipay-er if the ta-x is l0 mills on r00% of the value or 20 millsin 50t-;illl;;G. 's;;G;ii"-E. G;;;t, ,.Full value Assessmentvs' Fractiorral Value Assessment,"-National ta.* eisoiiiiiirr,'pririiii,,ii'1tf tlte F-orty-si*h Atuutal Conference onTaratior,1953, pp..164-174;-and Robert F.'Ilirrnif ;i.'utr i-alue -{ssessmelts: Thi T.egal Vierv," Natio'al Tax Association, proceed-

trtgs of tlre .Fiftv-fjrst Annuttl Coillcrencs on" Tasation,.lg-i8, pp. 4t:-+?-0. irr-.i. ttiro i;il;;;;i.;r"ssment as unimoortantsonretimes igrrorc its effects upon the office of assessor.'lrs oisiipr.sentaaior; ;i-tl.,;-i;r;i';il;iii.;? l,;;;ru;;:f#ffi;';ttre need.for periodic re'isiort<'f taxing and bonding.lini:aricns-ind iti'Coiietation r,'itt, assiism"itt 1*q"lifi,-"fi fi;;hi;h 
";;oscussed in the text belorv. \j.'reover. they can oiil- :"s,,r,e-ti.r. .ii,.l". of assessrnint ;ii;;;;lii:- F-il;tb, i, if;;;;;;;;:son to belieYe that assessnie:ts ia:r be keptit a .o".it,e"i ;ri":io.-oi--.;k";'r:;1".;;i;';;;;"r;tii than at market valtre it-selfi Legal assesshalt at a fraction.oi'n:arkiti:"tu. pr.*pp;;.; iit.';;iit1- initialty to esrablish market value, so why notuse the latter as the assessment standard?

tF 
Jolrrr Slrannorr' "Recent Statel-yid9 

"losralrs 
to-J11p{ove-Local Assessrueuts," National Tax Associati on, proceedittgs olthe F orty-lotrth' Annwl C onluence ou. Taratio n,igji,";.'i57*'!r 

r lssli'

'Frederick L. Bird, The Gercral Property Ta.r: Findings ol lhc 1957 Census o! Govenruretrls, 1960, p,5g
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This correlation led one analyst of the 1959 Census of Governments to the followingconclusion:

It would appesr ; . , that deep und.erassessment is a species of built-inhazard in,th9 assessdns process. 'Eiiali{i-ii7lntua-area isseiiiint, d.if f i-cu u t o obt ain u nder m-ost f auor atite coiitiioii,l;' ;;;;" ;;;ili"' iit t t rutteten to. approximate witlz.assessment at minotJ fractio* oi iutt ualue.T her e is co nsiderab t e d oubt, f or this iiiii, -inii liii- iioi-sui-wed,d,ingtgpe of legislation now being ad.opted, or: iiiia to make such under.cssess-ment tegitimate is a sound-remidy of iiefrittg.,

Among students g{ the prop-erty tax it is common knowledge that this tax has an ele-ment of regression in the sense that low value residences are generally assessed at a higherlevel of their worth than expensive homes. The Census of Governments also reveals a cor-relation of under-assessment and an increasing degree of regression:

Wlwn this regre-ssive tendeneg is, examined qt d,iff erent leaels of as-sessmcnt, it is found to increase is the leuel of assessment aecUnisi'ffrifinding reinforces the d.isclosure . . . tlmt aisessmcnt i;t;;;;-irosyes-siaelg less unif orm as the d,egree'of und.eras,sissment increasei.tr-

o

The Problem of flrriform Assessments

The need for uniform assessments on individuals of the same class of property is ob-vious. The need for equal assessments among different classes of p.opu"ty is just as im-portant. When classes as a whole are assessed at different levels, ro*J claises -iit ,".uGtax windfails at the expense of others. Since in Montana the various .t"rr", of prop""ivare not taxed at equal percentages of value, the erroneous conclusion that unequ"i ,.ir"rri-ments-among classes do not matter is sometimes drawn. Our property classificition law isa legal discrimination among classes of property for tax purposes.^Noiretheless;itil*n;
tant that the several cl_asses of property be asseised uniformty b.fotu ttre appilcation oi'ifrepercentage factors used to determine the taxabie value. Otherwise, the resirlt is a seriousdistortion of the intended effect of the classification law. The law envisages a t"* ,rpon30% ot' the value of real estate for example, but we have aleady seen ttrat"tfre cerrsus iig-ures reveal the fact that mill levies are actually being applied against approximately g7"
of non-farm residential properties and about 7% of farrn real estate.

Because a state-wide property tax is levied for state purposes and because state aid toschools is- contingent on a minimum local property tax lerry, inequities will exist unlessproperty is assessed uniformly not only within counties tut'among counties. Individual
counties might demonstrate a considerable degree of uniform asiessments within andamong classes of property; but if uniformity does not exist among counties, t""p"y"", i'counties with the higher levels of as,sessment will pay disproportio"nate shares of 

^the Jatelevies, and counties with lower levels of assessment 
-are 

ilteiy to receive disproportio""ie
shares of school aid money.1l

" Ibid., p. 59.

'n lbiil. p. 59.

"In its Fourteenth Biannial Report (1950) the Montana State Board of Equalization made the followir:g observation:
The present school finance program requ-ir-e1 a .district levy of five mills, the county-rvide levy of l0 mills for elementaryschools, and another countv-wide lery of 10 mills for hig-h s"trooti. tr.t,i amount o? state ia'nirli, ;;-ti.;"';;;iJ,ebv these levels. The smaller the amount raised the gr."tEittri_".o;th.;'i.d'ilr;';;;.'i.f;gperty in a county is un_der-r'alued, it follorvs that more state assistance ir iiq"it.a.- trr"iiitl"tton tends to be attractrve. Any undeserved aidgranted to under-valued districts must be q'ithheld trdm runas lr';-l; f;i;;.* jH;d ;;'i;ir].i. iiiiri"ir. -il ffi ;::centlv inaugurated school program should encountei altiicu-ttie.,--ii-ii-.JrCil"iul;-ih;; fir; ;"i;, trouble rvill lie in in-eguality in assessments of leal estate and improvements. 

r'Er L"v !'crr
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INTR*4,-COUNTY ASSESSMENT UNIFORMIIS'
Volume V of the 7957 Cewus o! Gouernments provides some data which can be used.to indicate the extent of assessment uniformity on ieal estate in Montana. The data per-tain only to the sales of nonJarm houses in 2-3 sample assessment areas. The data limitsanalysis to this one class of real estate. Data are noi available which ivould permit a com-parison of the extent of assessment.. ulifo_rmity on other types of realty and on personalproperty' Since the data apply to limited geographic areas, conclusion! cannot be inter-preted as complete measures of state-wide aiseiment characteristics Jor nonfarm houses.
Before an attempt can be made to.evaluate the degree of success in achieving assess-ment-unifolmity in Montana, it is first necessary tJ determine what degree oi aurri"-tion from absoiute uniformity is compatibie with"good assessment. The degree of devia-tion is measured by the "coefficient of d;.spersion","which is an index--of uniformity; thehigher the index the less uniform are asslssmenti (see footnote 12 for an explanationof how the coefficient 

-of dispersion is determined.) An anaiysis of the data in the Cen-sus of Gooernmerzts and a reniew of discussions of this question in other tax studies ledone author to the following conclusion:
That one'fifth of att of tle I,263 seleeted clrecrs were able to spou co-efficients of -dispersioF gt tess tnai-io ii-tite assessment, of nonfarmhouses would seem to indicate tnit a tiiei ot-ib or oeiie:r-iir it iiist tn*major use ctass. of-properts is attainabte in itt as;;t;i iri*'lhat or"su(lablv oleanized and adbquately staffea iun iifiii"niil,.ir"""rr".This conclusion is supporte&,. Qu ine pt"iioiiiu euea ditiriiiiiions orstudents of assessrneni adminiitration resp"iiiri ii"iiti' iiiiiirds ofassessment.t2

The coefficients of intra-area dispersion for twenty-three sample assessment areas inMontana are as follows:13
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Number of
Areas

Coefficient of
Dispersion

less than 15.0

15.0 to 19.9

20.0 to 24.9

25.0 to 29.9

30.0 to 34.9

35.0 to 39.9

40,0 to'49.9
50.0 or more

Jhus, only three areas falI within the desirable zone of 1ess
three areas, or more than Ya of the sample, have coefficients
Eighty-seven percent (877t of the areas fall above ZA. The
areas is 32.8; for the nation as a whole it is 29.9.

1

2

2

4

4

1

3

6

than 2A. Six of the twenty-
of dispersion of b0 or moie.
medium for the tweniy-three

"Frederick I-'Pitd, The.Genere! 'Drr\rrl! Tar: Fitdings ol the 1957 ceusus of Goternlrcnts, L960, p.6-1. The coefficient ofdlspersion is determined as foiio;vs:- -

The ratio of assesseC value to sales price is deterr.rined for each transaction -in the_sample. The median ratio is then de-termi'ed. (The median is the mid point of a.seri"": 1*",t;;d;;;";ai"g ," sire.) Tte"i.ui"iio, .;n. percenrage points ofeach individual assessment ratio from the median i. a.t*ili".d.-lil'"d";i"ti;;;"4;;;i;;-'i";red ard averaged by di_vidils.the sqm-.bv the number of ratios in the sample. Ct ir "".t"g.i, tr.'* airio.Jul;iii.;ffi ratio. The result is thecoefficient of dispersion.
" From Table 18 in Tonble property Valucs in The Unired Sfofas, op. cit., p. gg.
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The inequities which result where assessment uniformity is lacking are revealed by
the table below which shows the tax bills for three houses rvith a market value of $15,000.
The unequal assessments mean that property owner C pays twice as much as B and four
times as much as A. The coefficient of dispersion for the three assessment ratios is 50,

While these examples are h;'-pothetical, the census figures indicate that lvi.thin some fuIon-
tana counties instances of such gross inequity do exist.

Assessment ratio
Assesse+ Value
Tax at 100 mills

A
$%

2,254

$225

B
3A%

4,500

$450

C

6A%

9,000

$e00

INTER.COITNTY ASSESSMENT UNIFORMITY

The Cens-uis also provides data on inter-eounty assessment uniformity on non-farm
h'ouses. It must be remembered that the data are based on sample areas and do not, there-
fore, necessariiy represent inter-area inequality for the state as a rvhoIe.,. However, within
this limitation, the Census figures reveal that the results for Montana are even more alarm-
ing than is the absence of uniform assessments on non-farm homes within the counties.
The coeffi,cient of disperszon oJ tnter-countg assessment ratios for the sample is 46, the
high,est in the nation. By eontrast fourteen states have indexes of 15 or less. Illinois, In-.
diana, and Wyoming have a coefficient of dispersion of L1, and Oklahoma with 10 is the
lowest in the nation. Eight states have indexes of 30 or more. Maine with 42 and Virginia
with 40 share with Montana the dubious distinction of having indexes of 40 or more.la

An analysis of the Census findings explained that
of inter-area uniformity, inadequate state supervision of
tor. The author concludes:

in rnost states with a high degree
local assessment is probably a fae- o

The high indexes of interarea inequality are due to a uarietg of spe-
cial causes; but,in general,no satisfaetoru degree of interarea unifarmity
is to be expected, in aiew of tlrc local eluraeter of assessment administra-
tion, witltout aetiue state superr;ision.ts

AREAS OF PROPERTY TAX REF'ORM EFFORTS

In its Si.eteenth Biewntat Report (1954) Montana's state board of equalization posed
the following question:

lvo oth.er state has luws that are better, or as well designed to pt'o-
mote an ideal propet'tg tax systern. Why lwven't we got it? (p. I5)

While Montana's tax property laws fall short of being the best in the nation, they are not
so inadequate as to be the sole cause of the failure of the property tax program. There is
no simple answer to the board's question. If Montana's experience parallels other states',
very likely the breakdown has occurred at all levels of the assessment system.

'* Table 17 in Tarable Property [/alues ilt, the U*iteil Stolaq op. cit., p. 87. In its Fiftee,Lth Biential Report, (1952), the State
Board of Equalization commented on the absence of uiiform assessments on real estate as follows:

Properti is norv, and probably u'ill be for many years, the principle and most dependable source of revenue for Montana
counties, schools arrd municipalities. Our constitution requires, and common sense demands, that it be uniformly assessed.
That objective has been substantially met in the assessment of iivestock and all other major classes of personal property,
but in the assessment of real estate and improvements there is practically rro uniformity on a state-wide basis, (p, 3) '

"Frederick L. Bird, The Geural Property Ta.r: Fhrditrgs ol the 7957 Census of Gotenwtents, 1960, p.64.
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Asseesment of Utilities
The Council has not attempted to determine whether or not specific utilities are pay-

ing their fair share of taxes. This part of the report is primarily-designed to raise ques-
tions about utility appraisal methods in general and about the board's method in particular.

In the vast majority of the states some kinds of utiiities are assessed for property tax-
ation by central state agencies. In Montana central assessment of inter-county railroad
property is provided for in the constitution. The statutes provide for a central assessment
of other kinds of inter-county utility property.

' In appraising utilities many state agencies, as does Montana's state board of equaliza-
tion, employ what is known as the unit rule of appraisal-the appraisal of 'property as a
whole r,vithout regard to its constituent parts. fhis method is used because the individual
properties which make up a utility unit ean produce income only if they are parts of a
functioning whole; therefore, the value of the functioning unit may be more than the sum
of the cost of individual parts of the unit.

The board shares assessment of utility property with the 56 county Assessors who as-
sess operating property such as furniture and fixtures, depots and other buildings which
are located in their counties. The board arrives at its valuations to be allocated to the
counties by subtracting the sum of aII such localIy-assessed property from its total assess-
ment of the operating property of the entire utility. Therefore, no matter how high or Iow
the level of county assessment, the total assessed value of the utility will always be no
more and no less than the board's unit appraisal.

It seems inconsistent with the unit rule of appraisal to apportion utility valuatibns on
the assumption that county assessors can accurately appraise individual properties which
the board by its appraisal process views as integral parts of an operating unit.

Because of Montana's property classification law, locally assessed property of utilities
is placed in several elasses ranging from 7% to 40% while values allocated by the board
are all taxable at 40%. While the total assessed vaLue of the utility will always be what
the board has determined it to be, the greater the total local assessment the less the tarable
value will be. However, a utility's total tax bill will not necessarily be reduced because
the lower taxable value may be more than compensated for by the crediting of taxable
valuations to taxing districts with high mill ievies.

Since each part of the utility unit is necessary to the proper functioning of the whole,
it seems inconsistent to treat utility valuations as one class of property when they are
a,llocated by the board of equalization, but as another class when they are appraised by
the eounty assessor.

In making its unit appraisals the Montana state board of equalization considers three
factors: capitalized net earnings, total stock and bond value, and original or reproduction
plant cost. The assessed value of the utiUty is generaily arrived at by an averagl of these
three factors.

To determine the income figure to be capitalized, the appraiser must eritically evalu-
a_te a utility's accounts so as to include all operating ineome. The next step is to average'
the earnings for a specified period of time. In Montana the state board of equalization em-
ploys in each case a non-weighted five-year average of earnings. Tax authoriiies agree that
if a period average is employed the more recent years should be weighted for those utilities
which are evidencing consis'r,ent growth. The Montana state board o fequalization capitalizes
income at the rate of 6%. This rate appears to be based on nothing more than a tiadition.
Rates of capitalization should vary depending on the utility or tSpe of utiiity. fhe rate of
capitalization is important because only a slight difference in the rate can mean a con-
siderable variance in final assessment.
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Montana's board of equalization also employs market value of stocks and bonds as an
evidence'of value in appraising railroads and major utilities. The method, based on the ac-^
counting maxim !ha! as99tg eqg31 liabilities, is used to value a utility's assets by determi":U
ing the value of its liabilities. However, if the value of stocks and .bonds is to be a valid
indicator of value, the volume of trading must be sufficient to justify its use. The board of
equalization uses a five-year average of prices quoted on December 31 preceding assess-
ment day. A fir,'e-year average of stock and bond prices is subject to the same criticism ap-
plied to long-term averages for net earnings. Some authorities have suggested an average of
prices for periods of six months to a year.

The state board of equalization considers original cost, apparenUy with some allow-
ances for depreciation, in assessing utilities other than the railroads. The board uses repro-
duction costs new less depreciation in appraising railroads. The relevance of plant cost fig-
ures largely depends upon what plant costs rate-making bodies will accept in establishing
rate bases. Since the Montana Public Service Commission considers depreciated reproduc-
tion cost, original cost and depreciated original cost in establishing rate bases, the board of
equalization should consider giving some weight to all three in appraising those utilities
whose rate bases are determined by the public service commission. The board's use of re-
production costs new less depreciation in appraising railroads appears questionable because
the earnings of railroads bear little relationship to plant costs.

The board's system of averaging capitalized earnings, stock and bond value and plant
costs will not automatically result in accurate valuations when it is indiscriminately ap-
piied in all cases. Authorities agree that a mechanical appiication of a formula 

"o-trirritgthe evidences of value is not likeIy to result in accurate assessments since each utility ii
unique.

The Council does not conclude that the board's utility appraisal methods are neces-
sarily "wrong" or that inaccurate results have been attained. However, it does seem fair
to say that the board has devoted little energy to a continuing, critical examination of its
methods.

Equalization of Utility Assessments
In L959 the state board of equalization reduced the assessed value of the major utilities

{ol" by almost $35,000,000. TG reduction is partially reflected in the net loss of over
$9,000,000 in the taxable value of utilities between 195ti and 1959.

The board maintains that its reduction of utiiity assessments was necessary as an
equalization measure. The justness of the action hinges on the board's contention that the
fl{e-rytae average level of assessments for all types of localiy assessed property is 35 to
6tYo.or true value and that their own assessment of utilities averages some twenty percent-
age points higher than.this. The board's 35 to 3?% assessment level figure is largely based
upon real estate sales ratio studies conducted by some of the larger utilities owning prop-
erty in the state.

. . To_ yield reliable results, sales ratio studies must be conducted carefully and in accord
wrth clearly defined procedures. The sampling, weighting and classifieation techniques em-ptoyed by the utiiiiies and the board appear to be somewhat deficient.

,-,., SoYttjestimoni' of a board member in the case of Yellowstone Pipeline Company and
t-t:t Sasis Pipeilne Company vs. the State Board of Equalization and the brief of the board's
1]Pt"uY.indicaie that the board itself appears unwilling to vouch for the accuracy of the
sales ratios furnished by the utiiities and published in its own 1?th bienniai repori.

The board's duty to equalize is specific and mandatory. The gathering of facts on as-
sessments within and among counties by sales ratio studiei, or by some other method, isan inseparable part of the -board's duty to equaiize. Delegation 6f ,urpo*ibility for com-
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piling and interpreting such- data to private corporations with a direct pecuniary interest in
the results cannot be regarded as proper and can only rdsult in embariassment to both the
board and the utilities.
' The manner in rvhich the sales ratio studies were condueted casts doubt on the validitv

of their results and it appears that statements by board members on the assessment levJl
of personal property as a whole cannoi be sli:ported by Cata gathered in any systematie
manner, Because the board's figule of 35-37% as a state-lvide average level oi aisessment
for local assessed property cannot be defendeC, neither can the board's reduction of utility
assessments.

While the board reduced utiiity assessments in an attempt to equalize among different
classes of property, it has not equalized among utitities themselves. gy the boird,s own
admission, in 1959 major utiiities rvere assessed from 65.5% to 46.5% of iull value and rail-
roads were assessed from 74.8% to 34.35%.

Organioation of State Tax Department
Most of Montana's taxing activities are concentrated within one department, the state

board of equalization. The powers and duties of the board of equalization can be dlvided
into five broad categories. They are:

1. Colleetion of all taxes for state purposes.
2. Supet'uision of county assessors and ccunty boards of equalization.
3. Assessment of certain classes of property for state and local purposes.
4. _ Equalization of the valuation of taxable property among counties, classes of proper-

ty and between taxpayers.
5. Reuieut of specific assessments on its own initiative or by hearing appeals from the

findings of county boards of equalization as well as appeals from its owri assessment of in-
ter-county properties.

Thus, the title "Board of Equalization" is not
formed by this board.

Conclusions

truly descriptive of the many duties per-

A general trend in state government away from multi-headed agencies is reflected in
the area of taxation. Thirty-five of the fifty states have provided i singi.e administrator
for their principal- taxing agencies. In Montana the state biard of equaiiziiion is the only
board devoting full time to administering a department.

There are several apparent reasons why a single administrator would be superior to a
board.

1. A board of equalization can be justified in only a relativeiy small area of the prop-
erty tax field.

2' It is offensive to our concept of justice for a board to hear appeals from its own ad-
ministrative rulings.

3. It is inefficient. to ,vest responsibility for the management of a department in a
board rather than in a single administrator.

Recommendations
The Council recommends that the Montana constitution be amend.ed so as to delete all

reference to the boa_r$ of equalization. This would not aboiish the state board of equaliza-
tion-the board would continue to function under statutory authority. The legislative as-
sembly, at a future date, could consider the establishment of a singie-tax commissioner.

- 
The organization of the New Jersey tax department iliustrates a possible plan for or-

It ganizing a tax department in the future.
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PROPER,TY TAX

process, from Step 1 (determining the full cash value of
properly) to Step 4 (computing the actual amount of taxes
bwea) r 1o

Step

S tep

$25r000 residence at market or full cash
value (appraised value)

Step

iappraised value)

(assessed value)

(assessed value)
tdetermined by classification law)

S tep

(taxable value)

(taxable value)
mi lls (mi 11 f igure r^ri 11 vary f rom place
to place. f t represents total property
taxes for state, county , municipal,
school and special district purposes in
each area. )

$768.03 (property tax bill)
with this four-step process in mind, the actual workings of
the property tax system can be examined.

Underassessment and Uniform Assessment

Two major and almost universal problems of property tax ad-
nrinistration are underassessment and the lack of uniform
assessment. When used in this context, "assesgment" means
determining the actual or cash value of property, and not the
more particularized meaning assigned the term under Montana
taxation procedures. In other words, underassessment results
when property is appraised at less than the level required by
statute. Absence of uniform assessment exists when all
cl.asses of property within a taxing jurisdiction are not
appraised at the same level.

Underassessment

The trtontana Legislative Council in a 1960 study concluded
that property in Montana is greatly underassessed:

The Census shows Montanars assessment of real proper-
ty as 8g of its value as indicated by sales prices;

$25,ooo
x 408

$Iffi-
$ro, ooo

x 308$*w
$ 3,ooo
x256 . 01
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PROPERTY IAX

however,thisfigurewasdet,ermined_byusingtaxable
value rather than .""""I.J-ialue" Tha figure reflects,
thereforer'-not only the performance of the assessor
but the effects of our pioperty classj'fication law as

welL. The cor,.rlcination br underassessment and our class-
ification law means thal mill levies are applied tc only
about 8t oi- if,t market value of real estate'

The performance of the ass-gFsoEs can be more accurately
ieio sus figures to-'sl'rorv

assessed values as r p*i6"nt of sales prices. This

reveals that in Montana non-farm residlntial-progertY is
assessed from 2g.72 to 3i.ig of its sates value.ar

several factors contribute to underassessment, according to
the Counci-:

1. Assessrnents are slow to respond-to price iocreases

in the money ;;k;f" For i""ti"""' real property is-frequent-
}y assessea ai-iis value several years ago and does not
reflect current increased valuations'

2.Assessorsaretemptedtounderassesstobenefittheir
count,ies.

Where the state imposes a property-tax 1"* or where

state aid to =.rt""i" is "pb"iii"nla 
on the basis of

;il';"-;r", fii.a-*iff fevies, assessors are under con-

siderable pressure to compete among themselves for
underassessnnent. By assessing a!.|ess.than the average

level, the county assessor cai shift' st'ate property
taxes to othei--cou"ti9g and increase apparent need for
state aid to schools'^'

3. The assessor, as an elected official'
assessment as an election tool '

can use under-

The assessoro who among a}I local of f icials recei-ves the

ill.-i3iiilil." iuout La*e" ' . 
c11--l:: ^Y".*T?=:?:::"::;;-;"Ilu"ffi;;"- il;;;"; i:'"' +i9l"idyii^:lt* of,ten con-

"iu[;-;-i-*J"Ir' 
as havinq receivecl a "br€ak ' "

underassessmeng is poputar wj-th prooerty o$rners. ,:l's
r ---!:^- &^ = nan ,^rhn must reta.in

This

il*;-il;;;;;;; """!:ir"ta:iop.to 
a rnan who must

j-lt (A:t J-l.t-L:JYt l- r'l4$e'* vv 
: -- - - : 1 ?

his offj-ce through electj"crn.*r

the respons.ibi litY f or4, The assessor can also shift
increased taxes "

'rhe assessor rna.y wi'sh to keep
with pri*e in ereases ' but he

as5 es sments
knows that i f

in line
he cioes so
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and Ioca1 governing agencies fair to decrease milrlevies, protest as he rnight, he witr prouauiv i;;;,ptrblic wrath for tax increases. rf ha can n6ta 
-itre 

rineon assessments and 10ca1 legislative bodies are forcedto resort to increased milr levies, regponsibility fortax increases will be shifted to them.ll----------'
Perha'cs the most darnning indictrne;rt agai.nst underassessmentis tnat it turns the county assessor into a one-man legis_lature.

For example, in t"tontana sararies of many local officiarsare tied.by statute to popuration and tixable valuationof counties. !v assessing at less rhan the legai ii*ir,the assessor alters the effect of these statutes andreduces the salari.es of some officiaLs. simirarry,fractional assessments also alter exiiiing statutirytaxing and bonding limitations by rnaking them morerestrictive than contemprated by law. frris misr-fre-sents the fiscal- capacities of local governments andleaveg-some of them with littre or no-fi"""ci"i-.ito,room.l5 -*/

An index has been formulated to determine the degree of devia-tion from the absolute uniformity compatible witrr-t-oiassessment. The degree of deviation is measured uf tne co_
#=sfefpiol, which is an index of unif6r*i[yl--rr,.
nr.qrner tne rndex, the less uniform are assessments.

t!".1960 Legislative council study reported the coefficientsof intra-area dispersion for twenly-three sample assessmentareas in l{ontana were as follows:
gs

less than 15. 0
15.0 to 19.9,
24.0 to 24.9
25.A to 29.9
30. 0 to 34.9
35. 0 to 39.9
40. 0 to 49 .9
5CI"0 or more

Number of Areas
-alt..at-l

I
2
2
4

4
I
3
6
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PROPERTY TAX.

The Council noted:

[O]nly ttrree areas fa}l within the desirable zone'of less
t'han 20. Six of tlre twenty-tn.ree areas, Qt more than
i,/a ot the sample, have coerficients of dispersion
of 50 or more- Eighty-seven perccent. (87t-) of the areas
faIl above 2A. t,h6 medium fo.r the twenty-thre;^dli€4s:
is 32.8; for the nation as a whole it is 29'9'L\t

In a study based on figures prepa{eg Py t'he Bureau.qf the
Cer"r." Ln' L967 , one writer cbnclucied "a reaso'nab1e deg'r.ee' of
,rnirormlty of asses,sment exists within counties, but d,,17
serious aOsence "i-""if"rmity 

exJFffTe'tween cstrntj'.es''
That writer said:

Assessment for 10 selected areas shOwed anr ErV€'r'd$€

*iiot*ity of 22.5 percent within counties r &s compared
with tne national average of L9..2 percent, measured'

in terms of the coefficient of intra-area dispeqsion'
But data otr int.r-county ass.essment. uniformitg showed
an average uniformity oi 43'0 Percentt tyl'ng'Nelr
Hampshire and Texas for the highest in tle natie'n-I8

part of the poor record in intercounty_unifer$LtI p'robab.Iv
can be traced to reasons discussed earl-idr' Some county
assessors Inay deliberate,ly under-value property to gain
tax breal<s and larger portions o'f state: aici'

ltron-uniformity of assessment is a violation of the Eguatr Pro-
tection clause of the united stat'es constitution' In s'io'ux
c-ity eriage - 

c,o. v. oals)ta iounit , 19 the u ' s ' supreme ffiT
held that a taxpayer wnose plffirty had been d'iscrimi'natoritr'yr
assessed at fuff talue must 6"-grant.d a reduction to the'
fraction at which other parcels had be.en assessed' The dis-
crimi-nation must be inore than inciqental to violate the Equal
Protection Clause' however.

This discussion of the major problems !t9lt'g, the. assessment
furiction reveals the politicaL polfer wiel'ded by tlre assessof "

i:i" day-to-day decisions have enormous consequelC€s"

CountY Assessor,s

Article >ffI, Section 5 of the l'lontana Constitutien riequires
that an assessor "shall be elected in each county" and shall
possess the qualifications for suffrage prescribed in
Article IX, Section 2, and such other qualifications set blt

law. The constitutional suffrage qualifications are: at,

least Lg y*rr" old; united states citizenshipt residency
within the state for at least a year; residency within the
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